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UNI TED STATES BANKRUPTCY COURT
NORTHERN DI STRI CT OF CALI FORNI A

In re Case Nos. 01-55472-JRG and
01-55473- JRG
CONDOR SYSTEMS, INC., a

California corporation; and CEl Chapter 11
SYSTEMS, INC., a Del aware
cor poration, Jointly Adm nistered for
Debt or s. | Adm ni strative Purposes Only
ORDER ON PRI CEWATERHOUSECOOPERS LLP' S
THI RD THROUGH FI NAL FEE APPLI CATI ONS
| . 1 NTRODUCTI ON
By notice fil ed February 19, 2004, Pri cewat er houseCoopers ( PwC)
sought final approval of $1,239,356.77 in fees and $18, 241. 64 i n expenses

for the periodfromNovenber 8, 2001 t hrough Decenber 12, 2003. However,
by an order filed on October 22, 2003, the court awarded PwC f ees of
$521, 437. 65 and rei nbur senent of expenses i nthe anount of $6, 882. 10 on
a final basis. These fees approved on a final basis were fromDecenber
7, 2001 t hrough May 31, 2002, the period covered by the first and second
fee applications. For that reason, the court will only consider PwC s
final application as applicabletothe periodafter May 31, 2002 t hr ough
Decenber 12, 2003, whichisreflectedinthethird fee applicationthrough

the final fee application.
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On March 23, 2004, the court ordered the audit of PWC s fees for the
third through final fee applications. Thisresultedinthe audit of total
fees of $548, 399. 50 and total expenses of $8,673.67.1 For the reasons
herein stated, PwC s request for feesis deniedinpart and grantedin
part.

1. FEES

Secti on 330 of t he Bankruptcy Code provi des that the court may award
to a professional person enployed under 88 327 or 1103 reasonabl e
conpensation for actual, necessary servi ces rendered and rei nbur senent of
actual , necessary expenses. |In determ ningthe anount of reasonabl e
conpensati on, the court considers the nature, the extent, and t he val ue
of the of such services, takinginto account all relevant factors. 11
U S C 8330(a)(3). Wththisinmnd, the court reviewed the audit
report. Having reviewed the audit report submtted to the court on

Sept enber 16, 2004, there are several itens that need to be addreg

A Intra-of fi ce conferences and neeti ngs and conf erences att ended
by nore t han one prof essi onal require a general reductionin
f ees.

The anmount of i ntra-offi ce conferences and attendance at conf erences
and neeti ngs by mul ti pl e professi onal s has been an ongoi ng i ssueinthis

case. As indicatedin the audit report, fees that fall within these

1 The court has been unable to reconcile the $1,257,498.90 in total fees and expenses
that PwC noticed for hearing. The total anount audited was $557,073.17. Assunming the noticed
armount i ncluded the fees and expenses previously approved on a final basis in first and second
fee applications, $528,319.75, then the total fees and expenses woul d be $1, 085, 392.92. If the
court then adds in the amounts that PwC clains it is still owed on prior fee applications,
$85,304.48, this would result in $1,170,697.40 in fees and expenses. However, there is still
anot her $86,801.50 in fees and expenses that are unaccounted for.

The court notes that the audit was ordered to cover the third fee application through
the period included in the final fee application. Wien the court reviewed the anounts
previ ously approved on an interi mbasis, plus hol dbacks and agreed to reductions, and the fees
and expenses sought for the final application period, the total anount of fees and expenses
mat ches the anpunt audited. Thus, the court will consider the amount audited as the total fees
and expenses before the court for approval on a final basis.
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categories still appear to be excessive. [ See Exhibits Dand E.]? I ntra-
of fi ce conferences conpri se approxi mately $110, 142. 80 of t he f ees sought
and of that anount approxi mately $97, 426. 50 i nvol ve nul ti pl e prof essi onal s
billing for the sane intra-office conference. [ See Exhibit D.] Miltiple
att endance at conferences and neeti ngs conpri se $75, 105. 60 of the fees
sought, excluding the entries that appear on Exhibit D. [ See Exhibit E. ]
Combi ned, this accounts for a little nmore than 31% of the fees aug
The Bankruptcy Court for the Northern District of California
mai nt ai ns GQui del i nes for Conpensati on of Professionals.® Quidelines 15
and 16 provide:
15. Conferences - Professionals shoul d be prepared to explaintinme
spent in conferences wth other professionals or
paraprofessionalsinthesame firm Failuretojustifythis

time may result in disallowance of all feesrelatedto such
conf erences.

16. Miltiple Professionals - Professionals should be prepared to
explain the need for nore than one professional or para-
prof essional fromthe sane firmat the same court heari ng,
depositionor neeting. Failuretojustify thistinme may result
i n conpensationfor only the personwiththe |l owest billing
rate.

Consi stent with the court’s guidelines, the general ruleis that no
nore than one professional may charge the estate for intra-office

conf erences and neeti ngs absent an adequat e explanation. I nre Bennett

Fundi ng Group, Inc., 213 B. R 234, 245 (Bankr. N.D.N. Y. 1997); Inre

A.A.D.C, Inc., 193 B.R 448, 450-51 (Bankr. N.D. Chio 1996); Inre

Posei don Pool s of Anerica, Inc., 180 B.R 718, 731 (Bankr. E D.N Y. 1995).

This is equal |y applicabl e to outside neetings and conferences attended

2N references to exhibits are to the exhibits that appear in the “Review and Anal ysi s
of Final Fee Application Subnmitted by PricewaterhouseCoopers LLP,” which was filed with the
court on Septenber 16, 2004.

3 The District’s Quidelines for Conpensati on and Expense Rei nbursenent of Professionals
and Trustees are available on the District’s Wb Site at http://ww. canb. uscourts. gov.
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by nore than one professional.

PwC s expl anation for theintra-office conferences and attendance
at nmeetings by nore than one professional is ageneric response that these
activities wererelated to each professional’s engagenent and was nore
efficient in the [ong run.

The court questions this explanation when nost of theintra-office
conferences were at | east one hour inlength. Inaddition, PMCoffers no
i ndi cation that when nore t han one prof essi onal was present at these
conf erences and neetings it was because t he prof essional held a particul ar
expertise that didnot result inaduplicationof effort. For exanpl e,
t he court has found in sone circunstances that conferences and neeti ngs
woul d i nvol ve t wo prof essi onal s who bill at nore than $500 per hour. [ See,
e.g. Exhibit D: page 5, entries of 9/24/02; Exhibit E page 5, entries of
3/27/03.] The court assunes that a professional billingat nore than $500
per hour has a high |l evel of expertise such that the professional woul d
need little assistance.

The court has revi ewed t he nunber of intra-office conferences and
mul ti-attended neetings and t akes t he approach of disallow ng the fees of
t he professional inthese conferences withthe highest hourly rate. In
si tuati ons where nore than two professional s were present, the court still
consi dered only the one professional at the highest hourly rate. The
amount of feesrelatedtointra-office conferences was $46, 427. 00 and t he
amount of fees rel ated to neetings attended by nore t han one prof essi onal
was $37,470.30, which totals $83, 897. 30.

However, in a conpl ex case no singl e professional i s goingto possess
all of theskills to acconplishthe necessary tasks. The estate i s better

served where nmultiple professionals with the required expertise are
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utilized. In these circunstances, sone conmmuni cation is required.
Because t he court recogni zes that sonme anount of intra-office conferencing
and nul ti-attended neetings will occur, the court will reduce these fees
by 50% Taki ng 50%of $83, 897. 30, the court disall ows fees inthe anount
of $41, 948. 65.

B. Billing increnments at .50 and 1.0 hour increnents are so
extensive that a general reduction is warranted.

The audit report al so poi nts out the nunmber of entries in which PwC
billedinincrenents of .50 or 1.0 hour. [ See Exhibit A ] The UST states
that it had brought thisissueto PwC s attentionin My 2003, and had
beentold by PwCthat inthefutureit wouldbill in.10 hour increnents.
The UST seeks an adj ustment to account for this. PwCresponds that its
I nternal policyrequires enployeestoreport their tinein.210 of an hour
I ncrements.

The court’s Guideline 12 requires that professionals keeptine
records i n mnimumincrenents of .10 hour and prof essionals who utilize
amnimumbilling increnents greater than .10 hour are subject to a
reducti on of their request. Gventhe UST' s statenent that this issue was
brought to PWC s attenti on and t he nunber of entries inincrenents of .50
and 1. 0 hours, the court reduces total fees by $5,000. 00 to account for
this situation.

C. Conpensation for services that are not adequately describedis
di sal | owed.

The audit report highlights a nunber of entries that contain vague
descriptions of the work involved. [See Exhibit B.] The court has
reviewed the entries and deni es fees for the foll ow ng entries: Exhi bit
B-1, I ngras 9/10/03 and 9/11/03; Exhibit B-2, Abraham?2/18/ 03 and 2/ 20/ 03;
Exhi bit B-2, El ek 11/19/02 and 11/ 20/ 02; and Exhi bit B-2, Hal |l 11/4/03.
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Thisresultsinafeereductionof $3,543.20. The report al so descri bes
cl unped entries. [ See Exhibit C.] PwCstates that nultipletasks that
were significantly interrelated were treated as one task. The court finds
this explanation to be reasonabl e.

D. Nonworking travel billed at full tinme is denied in part.

Nonwor ki ng travel is categorizedinthe audit report. [ See Exhi bit
F.] The court’s order of Decenber 18, 2001, provides that “[t]ravel tine
for Professionals where work on these cases i s not otherw se being
per f ormed duri ng such travel tine nmay be charged at 50%of the hourly rate
of the Professional, for nonore than six (6) hours per day.” The court
has revi ewed t he nonwor ki ng travel tinme and | ocated an entry i n whichthe
professional billedat full tinmeinstead of 50%0f the hourly rate. [ See
Exhi bit F: Monsen 1/9/03.] Thus, fees are reduced by $183.50.

E. Tinme entries reflecting admni strative/clerical activities are
not conpensabl e by the estate.

The audit report points out entries that appear to berelatedto
admnistrative/clerical activities. [See Exhibit G] derical services are
over head expenses and are not conpensabl e under § 330(a) of t he Bankruptcy

Code. Sousa v. Mqguel (Inre United States Trustee), 32 F. 3d 1370, 1374

(9th Cir. 1994). Services such as filing, assenbling or conpiling
docunents, organizingfiles, cal endari ng dates, naki ng copi es, faxing or
transmtting, noving records, to nanme a few, are inherently clerigd

Havi ng reviewed the entriesin Exhibit G the court finds the entries
to be clerical and adm nistrative innature and thus deni es $4, 143.50 i n
f ees.

F. M scel | aneous aspects of PwC s final fee application.

In PwC s final fee application, it states that it is still owed

$48, 006. 20 on account of fees in the second fee application coveringthe

CRDER ON PRI CEWATERHOUSECOOPERS LLP'S TH RD THROUGH FI NAL FEE APPLI CATI ONS 6




UNITED STATESBANKRUPTCY COURT

For The Northern District Of California

© 00 N oo o b~ W N P

e N i T =
N~ o 00 M W N R O

i
© o

N N DN DN DN N N N DN
o N o o0 A W N P, O

period of March 1, 2002 t hrough May 31, 2002. As discussed fromthe
outset, the court had approved the fees inthe second fee application on
a final basis andin doing so disall owed $57, 702. 50 i n fees. Thus, the
court deni es PwC s request for $48, 006. 20 because it isrelatedtothe
second fee application period.

PwC al so seeks $37,298.28 in fees that the court denied at the
hearing on the sixthfee application. However, this anbunt was i ncl uded
in the total ampunt audited and thus, there is no further reason to
address this request.

The court al so notes that the $548,399.50 i n fees audited include
fees inthe anount of $1,975.50 t hat PwC had agreed t o wai ve as part of
thethirdfee application.* This reductionisreflectedinthe February
3, 2003 fee order. Thus, the court further reduces PWwC s fee request by
$1, 975. 50.

Finally, PwCfailedto submt tothe auditor the datainelectronic
formas required by the court’s order dated March 23, 2004. The result was
anincrease inthe amount charged by the auditor froma cap of 1%of the
total fees auditedto a cap of 1. 25%o0f the fees audited. This resulted
inanincreaseinthe audit fee of $1,392.68. PMC s fees wil| be reduced
inthis anount asit is not reasonabl e for the estate to bear the burden
of this cost.

Thus, the court deni es $58,187.03 i n fees requested for the period

fromthe third fee application through the final fee application.

4 The $548,399.50 audited is conprised of: $39,641.00 approved on an interimbasis on
the third fee application, plus the $1,975.50 reduction previously agreed to as part of the
fees requested on the third fee application; plus $119,180.80 approved on an interi mbasis on
the fourth fee application, plus $103,387.80 approved on the fifth fee application, plus
$111, 894. 82 approved on an interimbasis on the sixth fee application, plus $37,298.28 denied
as a hol dback on an interimbasis on the sixth fee application, plus $135,021. 30 PWC now seeks
for the seventh and final fee application period.
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I1'l. EXPENSE | TEMS THAT ARE DI SALLOVED.

A Post age.

As for expenses, several issues have arisenas aresult of the audit.
PWCrequests atotal rei mbursenment of $4,200. 00 for postage ontwo entries
dat ed August 31, 2002, and Novenber 30, 2002, each for $2,100. 00. [ See
Fi ndi ngs, page 15.] No additional informationis givento support these
expenses and t he court i s unabl e to eval uat e whet her t hese charges are
reasonable. Initsresponsetothe audit, PwCoffers no expl anation for
t hese charges. Thus, reinbursenment for these expenses is denied.

B. M | eage.

Under t he CGui delines, travel of one hour or I ess round-tripis not
rei nbursable. The audit report points out several trips in which
rei mbursenment for mleageis sought. [ See Exhibit N.] G ven the di stance
travel ed, the court assunes the trips billed were at | east one hour.
However, the court is concernedthat the m| eage sought reflects at | east
two and at tines four professionals separately billing for mleage onthe
sanme datetogotothe same | ocation. [ See Exhibit N.] The court does not
findthis tobean efficient use of time and resources and reduces this
expense by $89. 81.

C. Travel Expenses.

The court al so deni es rei nbursenent for an airline cancellationfee
i nthe amount of $247.50. [ See Fi ndi ngs, page 16.] In addition, the court
deni es a $215. 00 round-tri p taxi expense because during the sanme trip,
$61.78 is sought for a car rental. [See Findings, page 6; Exhibit

Finally, the expenses that arerel ated to attendances at neeti ngs by
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nor e t han one prof essi onal anmount to $3,813.19. [ See Exhibit 0.]°% Havi ng
concl uded a 50%r eduction for fees rel ated to neeti ngs attended by nore
than one professional is warranted, the court |ikewi se finds a 50%
reduction in expenses to be warranted. Thus, the court deni es $1, 906. 59
in travel -rel ated expenses.

The court deni es $6, 658. 90 i n expenses for the period fromthe third
fee application through the final fee application.
V. CONCLUSI ON

The court approves on a final basis fees in the anmount of
$490, 212. 47, havi ng deni ed fees in the anount of $58, 187.03, for the
period fromthe third fee applicationthroughthe final fee application.
Rei mbur senent for expenses is approved inthe amount of $2,014. 77, the
court havi ng deni ed $6, 658. 90 i n expenses for the period fromthe third
fee applicationthroughthe final fee application.® Al fees and expenses
t hat are deni ed are done so on afinal basis. Any fees and expenses PwC
has recei ved i n excess of those approved hereinareto bereturnedtothe

reorgani zed debtor. DATED:

JAMES R GRUBE
UNI TED STATES BANKRUPTCY JUDGE

5 The court has excluded those entries related to auto travel reflected in Exhibit N and
the $215.00 taxi trip.

6 The total of all fees approved on a final basis is $1,011, 650. 12, and expenses approved
on a final basis is $8,896.87, for a total of $1,020, 546.99.
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Case Nos. 01-55472-JRG and 01-55473-JRG

UNITED STATESBANKRUPTCY COURT
NORTHERN DISTRICT OF CALIFORNIA
CERTIFICATE OF MAILING

I, the undersigned, a regularly appointed and qudified Judicia Assgtant inthe office of the Bankruptcy
Judges of the United States Bankruptcy Court for the Northern Didrict of Cdifornia, San Jose, Cdifornia
hereby certify:

That I, in the performance of my duties as such Judicid Assgtant, served a copy of the Court's
ORDER ON PRICEWATERHOUSECOOPERS LLP'S THIRD THROUGH FINAL FEE
APPLICATIONS by depositing it in the United States Mail, First Class, postage prepaid, a San Jose,
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Cdiforniaon the date shown below, in a sealed envelope addressed as listed below.

| declare under pendty of perjury under the laws of the United States of Americathat the foregoing

is true and correct.

Executed on

John Wesolowski, Esq.
Office of the U.S. Trustee
280 S. First St., Rm. 268
San Jose, CA 95113

CIBC WORLD MARKETS CORP.
Attn: Hesther Barlow

425 Lexington Avenue
New York, NY 10017

MilesR. Stover

Edtate Representative
3415“A” Street N.W.
Gig Harbor, WA 98335

PRICEWATERHOUSECOOPERS LLP
Attn: Michelle S. Novotny

10 Almaden Blvd., Suite 1600

San Jose, CA 95113-2007

Philip A. Gagteier, Esq.

ROBINSON, DIAMANT & WOLKOWITZ
1888 Century Park East, Suite 1500

Los Angeles, CA 90067

at San Jose, Cdlifornia

LISA OLSEN

Eric A. Sagerman, Esq.
WINSTON & STRAWN

333 South Grand Ave., 38" Floor
Los Angeles, CA 90071-1543

Kevin P. Conndly, Esq.
CROSSROADS, LLC

Attn: Todd E. Doyle

9 Executive Circle, Suite 190
Irving, CA 92614

Seyfarth Shaw

815 Connecticut Ave., N.W.
Suite 500

Washington, DC 20006-4004

Lawrence T. Kane, Esg.
ORRICK, HERRINGTON, &t a.
Old Federd Reserve Bldg.

400 Sansome Street

San Francisco, CA 94111-3143

Sara Chenetz, Esg.

PIPER RUDNICK LLP

1999 Avenue of The stars, 4" Floor
Los Angeles, CA 90067-6022°




